We explore the impact of privatization and the entry of new firms on enterprise performance in Belarus, a transition economy in which reform and market-orientated institutional development has been limited. We hypothesize that private ownership will enhance company performance, measured in a variety of ways including profitability and capacity to export to the West, and that newly created firms will perform better than state-owned ones. Our work is based on a large enterprise level survey which includes state-owned firms, privatized companies and newly created enterprises. The data refute both hypotheses. We conclude that this is probably because the institutional environment has not evolved sufficiently from the socialist era to permit free competition and effective governance by new owners.
INTRODUCTION
The literature contains numerous studies of how the transition process has influenced enterprise behaviour (e.g. Djankov and Murrell, (2002) ). The focus has been on the privatization policies and institutional arrangements conducive to improved company performance (Estrin (2002)) , and enterprise-level empirical work has concentrated on the more advanced transition economics such as the Czech Republic, Hungary or Poland (e.g. Frydman et al (1999) , Claessens and Djankov (1999) , Grosfeld and Tressel (2001) ) or on Russia (e.g. Estrin and Wright (1999) , Guriev and Rachinsky (2005) ). In general, one observes a positive relationship between the impact of privatization on company performance on the one hand and the business environment, including property rights and the institutional framework, on the other (e.g. Sachs, Zinnes and Eilat (2000)). However, little attention has been focussed on economies that have been lagging in the transition process, though there are a significant number of them (see EBRD (2005) ). An interesting way to test whether privatization and de novo entry can by themselves engender improved company performance is to analyse behaviour in economies where privatization has occurred but in which institutional evolution has been more limited. In this paper, we provide an example of such an approach by exploring the impact of privatization and new firm entry on enterprise performance in Belarus.
Belarus is an economy with one of the lowest scores in terms of progress in transition, according to the annual EBRD Transition Reports. Progress has generally been poor across the nine areas of reform covered in the Reports, and even in price and trade liberalization, which is one of the most successful reform activities in Belarus, the recent rating of 2.5 is lagging behind all transition economies but Turkmenistan and Uzbekistan (EBRD (2005) ). In common with other transition economies, Belarus suffered a major recession at the start of reform (see Vinhas de Souza and Havrylyshyn (2006) ). In 1995 (the last year of recession), GDP in Belarus accounted for 65 percent of its 1990 level, industrial output was 61 percent, and capital investments only 37 percent, though most prices had been liberalised, and significant 3 progress in small-scale and some in large-scale privatisation had been achieved.
During 1992-1995, despite many shortcomings, the creation of the new market institutions had started and, though macro stabilization was not reached, inflation was reduced from a 4-digit to a 3-digit level while a large nominal depreciation of the Belarusian Rouble (BRB) between September 1993 and March 1994 allowed for the recovery of exports. However, especially from the end of 1995 onwards, progress in transition in Belarus became rather slow and inconsistent, and this was reflected in a reduction in the EBRD transition indicators, from 2.1 in mid-1995 to 1.5 in mid-2000 (see Savchenko (2002) . The move towards a "socially-oriented market economy" became an officially adopted target 2 , implying a transition path which in many respects undermined the previous reform efforts and led away from rather than towards a market economy.
Economic policy in Belarus since 1995 has been aimed at increasing growth through managing aggregate demand. The environment was characterised in the mid-1990s
by multiple exchange rates, a lack of free foreign exchange markets, negative interest rates, high tax burden, widespread quasi-fiscal activities and barter operations, and increasing final product inventories. However, GDP growth resumed in 1996 and was high in 1997-98 (11.4% and 8.4%), while industrial output grew even faster (18.8% was only about 25 percent -the lowest figure out of all 27 transition economies, equal to that of Turkmenistan. 4 "Bottom up" privatization had run its course by 1993/4 and 2 The government introduced in 1996 the "Main Directions of the Social and Economic Development of the Republic of Belarus" and other programs designed to increase economic regulation and to strengthen the role of the government in the economy. From that date, the government has regulated prices and foreign trade, while slowing down privatization and institutional reform. 3 For the analysis of the differences in policies during the two growth periods see, Bakanova and Freinkman (2006), World Bank (2005a) . See also Zheltkov (2005) , Shimov (2005 sections. In the second section, we outline the hypotheses to be explored and our specification of them for empirical work. The findings of the survey with regard to enterprise performance are summarized in the third section and our econometric findings are contained in the fourth. In the final section we bring together our results and provide policy conclusions.
OWNERSHIP AND ENTERPRISE PERFORMANCE

Hypotheses
There is a considerable literature on the relationship between ownership and enterprise performance, summarised in Megginson and Netter (2001) and Megginson (2005) . Djankov and Murrell (2002) have provided a survey of the findings for transition economies. Rather than present these arguments afresh, we outline the relevant predictions of the literature for our work in two hypotheses: The process of transition has added several issues to the analysis of privatization.
Firstly, it may matter how the firms were privatised. In Western market economies, privatization is almost always to the highest bidder, and either via the stock exchange or to a group of strategic owners. Hence agents able to generate the highest returns from the assets make the highest bids. However transition was associated with some major innovations in privatization methods, including restitution, so-called "small privatization", management-employee buyouts, vouchers, certificates and a number of other methods of "mass privatization". Different privatization methods can lead to a variety of owners and governance structures and therefore to different performance post-privatization (Bennett, Estrin, Urga (2005) ).
It may also be relevant to understand to whom firms were privatised, in the sense of the controlling ownership group. For example, if the dominant owners postprivatization are insiders -workers and managers -they may be less willing to restructure because their own jobs will be at risk. They may also be less willing to invest because this would dilute their ownership stake and hence their ability to protect their employment and other non-commercial interests. Thus one might expect insider owned firms to perform worse than outsider ones. However, it is not clear how to evaluate insider ownership relative to state ownership. argue that insider ownership may be superior to state ownership since cost improvements are reflected in the returns to the owner, giving workers and managers an incentive to improve efficiency. On the other hand, insider ownership might be 6 associated with non-profit motives in the firm to such an extent that company performance will be worse than under state ownership.
Finally, institutions are relevant everywhere in determining the impact of privatization (Djankov and Murrell (2002) , Megginson (2005) (2006)). In an environment in which managers are more easily able to achieve their own objectives through rent seeking, or in which property rights enforcement is so weak that owners cannot prevent managerial abuse, for example tunnelling out assets (see e.g. Boycko, Shleifer, Vishny, 1995; McMillan and Woodruff, 2002; Johnson et al, 2000) , privatization cannot be guaranteed to improve company performance.
Hypothesis 2: De Novo (DN) firms will perform better than privatised or state owned firms.
Privatization in transitional economies should improve corporate governance of former state owned firms if the appropriate institutional arrangements have been set in place, but even then progress may be slow because of legacy issues. In contrast, new firms will not face the problems of restructuring to the new market environment that is at the heart of the transition problem for SOEs and PFs. Being created from scratch, they do not inherit the structural problems -over-manning, underinvestment, poor quality control, weak marketing and financial control and all the other difficulties -which beset SOEs and PFs (Estrin (2002) ). In many cases, the inherited structures, attitudes and organisational cultures of the old state owned firms were so strong that restructuring has been very slow. The selection process that determines the 7 foundation of new firms may ensure that more market focused and entrepreneurial people will lead them from the outset (Estrin, Meyer and Bytchkova, (2005) ). This implies that policy-makers seeking successful restructuring might be better advised to focus their attention on the encouragement of new firm entry (Kornai, (1990) );
Specification of Hypotheses for Empirical Work
We can summarise hypotheses 1 and 2 in a simple equation,
where X is a vector of performance variables; O is ownership (three categories; SOE, PF and DN); and Z is a vector of control variables. The hypotheses summarise our expectations about dX/dO. A number of variables have been employed extensively in the literature as a proxy for the Z vector i.e. to control for the factors other than ownership that might influence company performance. We briefly summarize the most important ones for our empirical work, commencing with company size. Large firms, which can exploit scale economies, may be more productive than smaller ones, especially in the industrial sector and size can also bring pecuniary benefits, for example lower inputs costs or higher prices because of monopoly power. We use the number of employees in the firm to proxy for size in our empirical work, predicting a positive relationship with company performance.
Different sectors have different technologies, capital intensities and factor
productivities, and may also have different market structures and price-cost margins.
We therefore control for industry-specific effects with sectoral dummy variables and also include an additional variable for the intensity of market competition. Moreover, transition economies often have regionally fragmented markets, so that, even for firms in a given sector, demand patterns or market structures may vary according to geography, which we control for using regional dummies. We also discussed above the importance of dominant ownership (insider versus outsider) for company performance and we control in our empirical work for this using a dummy variable 8 for insider (managerial) ownership. Since there is some evidence that foreign owned firms perform better in transition economies (Svejnar, Terrell and Sabirianova (2005)), we include a dummy variable for whether the firm is engaged in a joint venture. Finally, we control for managerial quality by including a variable for the duration of manager's tenure in the company as well as for the Belarus institutional environment using the extent of barter in enterprise transactions.
ENTERPRISE PERFORMANCE AND RESTRUCTURING IN BELARUS
In this section, we use the Belarus samples to describe the characteristics of SOEs, The characteristics of Belarusian firms in our sample are summarized in Table 1 . We find all the firms to be major employers, especially the SOEs, and even DNs in our sample employ on average more than 140 workers. These numbers are quite large even by the standards of other transition economies. Thus Belka et al (1995) report that in early-transition Poland, SOEs on average employ 703 workers, PFs employ 1007 if they are majority state owned but only 594 if privately held, and DNs employ 111. The figures for Russia are similar to those of Belarus; for example Linz and Krueger (1998) report that firms in their Russian enterprise sample vary in size between less than 200 and more than 10,000 workers, though 80% of the sample is in the size class between 2000 and 5000 workers. Earle, Estrin and Leschenko (1996) also find comparable employment levels in Russia; average employment in SOEs was around 3000 workers (see also Ioffe (2004) ). Thus reform and ownership change has not been much associated with changes in management, even in privatized firms.
Policy-makers in the transition economies had hoped that the introduction of new technology and the expansion of foreign trade could be spearheaded through foreign direct investment (FDI) and joint ventures (see e.g. Estrin, Gelb and Singh (1995) ).
However, in practice foreign investment has played no significant role as yet in
Belarus's economic development: FDI is negligible and only around 5% of firms are in a joint venture. The comparable figure for Poland in 1994 was 14% (Belka et al (1995) . Interestingly, joint ventures with foreign firms are slightly more common among SOEs and PFs than DNs, perhaps indicating foreign firms' preference for arrangements with larger or better connected enterprises or an institutional bias against DNs in the granting of licenses. There is also no evidence for the emergence of financial holding companies, as was occurring in Russia and which have come to be seen as a potential source of concentrated outsider ownership (see Perotti and Gelfer (2001)). Less than two percent of the firms in our sample are members of a holding group.
Turning to investment financing, there are important differences in the sources of financing by ownership type. De novo firms rely largely on retained earnings; only 36.2% of DNs (as against 67.7% of SOEs) view banks as an important source of finance, and DNs are also much less likely to obtain subsidies or to exploit deficiencies in the property rights system by accruing overdue arrears. In contrast, former and especially current state ownership is associated with superior access to banks for loans, the possibility of selling or leasing unused assets and a much enhanced ability to obtain subsidy, government exemptions and preferences or to exploit soft budget constraints. Overall, some 39% of all firms in Belarus continued to benefit from some form of government concession, down from 49.1% in 2000.
These are primarily tax concessions (15.9%), writing off budget arrears (13.7%) and targeted budget financing and subsidies (8.2%). However, these benefits are enjoyed by more than half of SOEs (51.6%) and 44% of PFs but only 21.6% of DNs. For example, writing off budget arrears has benefited almost 24% of SOEs but only 2.6%
of new firms.
In the socialist era, firms were also the basis for a significant share of welfare provision, and the move to a market economy has meant that the sale of social assets, the crèches, health facilities etc owned by the socialist enterprise is an important aspect of restructuring. Estrin and Schaffer (1997) where there has been any significant reduction of enterprise provision of social assets is in day-care centres and nurseries, but this has declined considerably in both SOEs and PFs. The sample does not provide information on social provision in DNs.
ENTERPRISE PERFORMANCE, RESTRUCTURING AND OWNERSHIP
For firms in developed market economies one can identify several approaches to measuring performance. A common one is enterprise efficiency, often proxied by total factor productivity (TFP) or labour productivity. A second is profitability, measured by profits and usually normalised by some measure of firm size such as assets (profit to assets ratio) or sales (profit to sales ratio). However it is hard to use these standard measures of performance in transition economies because they require more data, especially with respect to capital, than are usually available 7 . Hence, studies of corporate performance in transition have tended to rely on labour productivity, or alternative measures constructed to address the issues raised by the reform process (see Djankov and Murrell (2002) ). Commonly used measures have included sales growth, employment growth and, given the importance of opening to the global economy in the process, export growth, especially to western economies.
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In the light of this, we employ a wide variety of measures of enterprise performance in our empirical work:
1. Measures of enterprise productivity and profitability -sales per worker (SL), and profitability (ratio of profits to sales) (PS). Since these are continuous variables and the data is cross-sectional, we use OLS estimation methods in these regressions.
Indicators of export performance.
We use the export to sales ratio (EXP) and the expected change in future exports (DEX) and in exports to the West (DEX1). The latter are limited dependent variables (taking the value of unity if exports (exports to the west) increased and otherwise zero) so we estimate using probit methods.
Indicators of changes in company performance; productivity change (DSL)
and change in employment (DEMP). The former is a limited dependent variable (taking the value of unity if sales per worker increased) so the estimation method is probit, but OLS is used for the employment change equation 9 .
7 For example, TFP can only be measured if there are good measures of capital input, a variable that was poorly measured under planning and beyond. Profits are also not good indicators of performance in periods of rapid price change and company information about profitability is often unreliable for political or tax evasion reasons. Deficiencies in the capital market also often precludes the use of financial measures. 8 The equation for employment growth must be interpreted differently from the others however. Faster output or productivity growth in a given sector in DN firms than privatised ones would be a consequence of better management but current and former state owned firms would almost certainly be over manned (see Estrin (2002) ). Hence employment in such firms might fall whatever was happening to output and sales. In contrast, DNs are likely to have entered the market at or below optimal scale, and hence will have a positive correlation between output and employment. (see Richter and Schaffer (1996) ). 9 There is positive correlation between some of the performance measures. Productivity and profitability are positively correlated, and firms with higher labour productivity also have greater exports to the West. Productivity growth is strongly correlated with other measures of good performance, including high export shares and growth, including to the West. The improvement of exports to the West is correlated with SL, DSL, EXP, DEX, but not correlated profitability or Our hypotheses concern the sign and significance of the firm type dummies; DN and PFs relative to SOEs in these seven performance equations. We also further subdivide the category of "privatized enterprises" (PF) to take account of the fact that some firms, which have formally been privatized, retain dominant state ownership. Thus while all former state owned firms, including those with majority state ownership, are denoted PF, privatized firms with majority private ownership are denoted PF1. SOEs are the omitted category in the regressions.
As discussed in Section 2, we control for size of firms using employment (EMP) and for differences based on product markets using industry dummy variables. 10 We construct a dummy variable GEO for firms located in Minsk 11 . We construct a dummy variable JV that takes the value unity if the firm is a joint venture, or has set up a joint venture. We control for managerial turnover with a dummy variable, LOS, which takes the value of unity if the manager started working at the enterprise prior to 1996. We expect performance to be enhanced in firms with managers who have served for a shorter number of years. Product market competition can put pressure on enterprises to improve their performance and we address this with the dummy variable COMP, which takes the value of unity if managers perceive domestic or foreign competitors as being a considerable or major influence on their choices. Since large insider stakes can act to slow restructuring and improved performance, we include a dummy variable MAN, which takes the value of unity if managers are majority owners of the firm.
At first thought, one might expect soft budget constraints to act to undermine enterprise performance, diverting management energies from satisfying consumer demands towards rent seeking. However, in a partially reformed environment like Belarus, where resources are scarce and capital markets underdeveloped, soft budget employment growth. Indeed employment growth is not correlated with any other performance measures. Profitability is not associated with productivity, employment growth, or exports.
constraints may instead represent valuable access to financial (and political) resources and hence may enhance the performance of firms that receive them. We employ two dummy variables for soft budget constraints in our regressions; SBC which equals unity if the firm reports that subsidies or exemptions and preferences granted by the state are an important source of enterprise funding and SBC1 which equals unity if the state has granted the firm any of soft loans, targeted budgetary financing and subsidies, customs or tax exemptions, sale of foreign proceeds on privileged terms, soft settlement regime for energy payments or writing off unpaid dues to the budget. Thus SBC represents a higher level of subsidy than SBC1.
We use a variety of specifications in our regression analysis because SOEs are typically larger, and DNs smaller than PFs. For this reason, we provide estimates that both exclude and include the employment variables, columns (1) and (2) of each regression respectively. 12 The regressions are reported in Tables 3 to 5, with results for measures of business performance (SL and PS) in Table 3 ; export performance (EXP, DEX and DEX1) in Table 4 ; and growth performance in Table 5 (DSL and DEMP).
We commence our testing of the hypotheses by exploring the relationship between productivity and profitability on the one hand and firm ownership types on the other in Table 3 . The SL equation suggests that industry effects are significant in understanding productivity differences between firms, with enterprises in the timber, woodworking, and pulp and paper industry significantly more productive. Moreover, monopoly power is found to yield higher prices, and therefore revenues and sales per worker, since COMP is negatively associated with productivity and we find a positive effect from managerial ownership. 13 However, privately owned firms -both privatized and created de novo -are not found to perform better that state owned ones. Indeed privatization, when it takes the form of majority control being placed in private hands, is actually found to be associated with lower productivity than state ownership. We also find no significant difference between the profitability of former state owned firms as a class, new firms or state owned firms. However, in a very poor equation, we find that firms that have been privatized fully (PF1) are more profitable.
The regressions in Table 4 have a better fit than the performance equations.
Commencing with export shares, the regressions find that larger firms export more, have faster growth of exports and increase their exports to the West more. Length of service seems to be a (negative) indicator of managerial quality, in that export shares are significantly lower in firms in which managers were appointed before 1996. There are also strong sectoral and regional effects, with a base in Minsk being a significant disadvantage for all three measures of export performance. Export shares are also positively related to both measures of softness of budget constraint, perhaps indicating that firms may need to be subsidized to maintain high levels of exports.
This result holds when we control for size of firm. There is also some weak evidence that firms in receipt of soft budget constraints may be increasing exports to the West faster. As in Table 3 , the ownership effects in Table 4 do not for the most part support our hypotheses. Thus there is no evidence that privatized or new firms increase exports or exports to the West faster than state owned firms, though surprisingly new firms have significantly higher export shares.
We consider the indicators of changes in enterprise performance in Table 5 . The employment growth equation contains rather few significant determinants, with firm size, soft budget constraints and product market competition all proving not to be significant. There are also no significant effects from managerial quality or the presence of JVs. Indeed the only significant control effects are sectoral and via insider ownership. 14 There are no significant differences in employment change according to whether a firm is state owned, privatized or de novo, though the category of former state owned firms in which private owners hold a majority stake do adjust employment significantly more than the other types of firm. The productivity growth equation is interesting in that soft budget constraints are again found to have a positive effect and length of managerial service a negative one. However, there are no significant differences between any PF and SOEs though DNs display significantly slower productivity growth.
These equations taken together suggest that the determinants of company performance in Belarus, using a wide variety of indicators, are not for the most part those that are relevant in most other transition economies; the fits are poor and few "economic" variables are significant. However, we are still able to test our hypotheses about the impact of different firm types on the variety of performance measures.
Hypothesis 1 -that privatized firms will perform better that state owned ones -is rejected in every equation: the coefficient on PF is never significant. However this may be because the state retains significant stakes in formally privatized enterprises.
But when we separate out the group of privatized firms that have non-state majority owners, the findings are inconsistent, though a few significant effects from private ownership emerged. Majority private ownership of former state owned firms is associated with greater profitability and productivity growth, but lower productivity levels and less property restructuring. The results with respect to new firms in hypothesis 2 are even more emphatically negative. For the most part, new firms in Belarus are not found to perform any differently to state owned or privatized firms.
However there are two contradictory exceptions; exports, which are greater in DNs, and productivity growth, which is found to be slower.
CONCLUSIONS
Our sample suggests Belarusian firms have made very limited progress in enterprise restructuring. We will focus on three aspects of these difficulties: the failure to integrate sufficiently into the world economy, the effects of soft budget constraints and the institutional environment for privatized and new firms. Studies of other transition economies suggest that foreign firms could have a very important role to play in enterprise restructuring. They can provide new technologies, and mechanisms to benefit from the global division of labor including export growth, capital investments and managerial skills. In Belarus, we find the levels of foreign direct investments and joint ventures to be low, and in our equations, we do not find that membership of a joint venture yields any benefit in terms of improved performance.
This suggests that the policy environment is particularly unattractive to potential foreign investors, and that the Belarus authorities have much to learn about how to exploit joint ventures to the benefit of the host firms.
Contrary to expectations, we find that firms in receipt of direct or indirect subsidy never perform significantly worse and sometimes perform better. One might interpret this result as indicating that soft budget constraints are effective in improving company performance. However, this conclusion is probably misleading. The Belarus economy has only partially moved in a direction of the market. Firms are financially constrained and financial instruments other than retained profits or sale of socialist assets are virtually non-existent. In such a situation, resources from any source may allow firms in receipt of them to improve their own performance somewhat.
However, soft budget constraints also dull the incentives generated by the market economy, and their continued relevance in the Belarus environment may indicate why other variables proxying for market incentives in our equations are rarely found to be significant. (Djankov and Murrell (2002) ), particularly in the area of property rights and institutions conducive to the emergence and growth of a dynamic de novo sector (see Estrin, Meyer, Bytchkova (2005) ). Such institutions include a flexible capital market, a sound commercial code, enforcement of property rights, a limitation on rules and bureaucracy, especially for small and medium sized enterprises, and relatively low levels of corruption. The institutional differences with respect to the business and legal environment for new firms seem to be strongly associated with the rate of creation of new enterprises, and therefore productivity and economic growth.
Our findings that new firms in Belarus are rarely in any significant way different from current and former state owned firms with respect to performance are contrary to the transition literature that identifies new firms as an important potential source of restructuring and growth. The results seem once again likely to be explained by the particular legal, institutional and business environment in which de novo firms operate in Belarus. level, ** at 5% level and *** at 1% level. 
